560           BRITISH BANKING AND FINANCE, I793-I931

a very high rate. A high bank rate at a time of depression and
unemployment was utterly in conflict with the established prac-
tice of the nineteenth century. Cheap money was well recog-
nized to be a necessary condition of revival, and it was the
interval of cheap money from July 1922 to July 1924 that had
evoked the partial revival that had occurred.

It may have been thought at the time that, as credit was
expanding and business was active in the United States at the
beginning of 1925, the high bank rate in London would do no
harm. But this parochial view of the London discount market
is quite mistaken. The return to the gold standard put London
back into its position as the credit centre of the world, and the
effect of credit restriction in London was felt everywhere. The
rising prices and industrial activity in the United States and
other countries were interrupted. Far from British industry
gaining relief by sharing the activity of foreign countries, the
contagion of British depression was spread to these latter.

The world price level fell. That meant that gold was once
more appreciating in terms of wealth. The extent of the move-
ment was small compared with the collapse of prices that
occurred in 1920-1, but it was sufficient to make adherence to
the gold standard possible only at the cost of a serious effort.
In concrete terms that meant that further revival from the
trade depression became impossible.

In 1927 the international credit situation brought some relief.
The Federal Reserve Banks in the United States had been
consistently following a policy of cheap money and credit relaxa-
tion ever since 1924. Finding that American industry was
nevertheless suffering in some degree from depression and falling
prices, they proceeded to reinforce this policy by more extensive
purchases of securities in the open market. At the same time
the French purchases of bills in London and New York, in
connexion with the provisional stabilization of the franc, were
tending to reduce discount rates.

In April 1927, bank rate, after having been at 5 per cent,
for two years (except for an interval of four months in the latter
part of 1925), was reduced to 4^ per cent. In the period that